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Year 
at a Glance 


Financial 


Operating Revenues ($000) 
Operating Expenses ($000) 
Operating Income ($000) 

Net Income ($000) 

Invested Capital at Year-End ($000) 


Return on Investment 


Operations 
Revenue Passenger Miles* (millions) 
Passenger Load Factor* 
Yield per Revenue Passenger Mile* 
Total Available Ton Miles (millions) 
Operating Expense per 

Available Ton Mile 


Personnel at Year-Endt 


*Scheduled Services Only 


tIncludes employees on secondment. 


1978 


S132 2,987 


1,238,098 
84,489 
47,485 

1,000,267 

9.4% 


12,017 
62% 
9.20¢ 
3,270 


37.87¢ 
20,964 


$ 


1977 
1,187,655 
1,098,528 
89,127 
20,006 
‘962,182 

8.7% 


1297 
63% 
8.84¢ 
3,095 


35.50¢ 
20,469 


% Change 
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Officer's 
Message 


Air Canada has successfully made 
the transition envisaged by the 
Air Canada Act passed by Parliament 
early in the year. The airline is now 
securely set on its course as a commer- 
cially viable company. It is especially 
gratifying to report that on the basis 
of 1978 earnings a $13.2 million 
dividend was declared in 1979. It will 
be paid to Canadians through the 
Corporation's owner, the Government 
of Canada. 

Profit continued to grow although 
the increase was primarily due to a 
marked improvement in financial 
management of non operating costs 
coupled with increased net revenues 
from services provided to others. 


Cargo earnings also improved but 
results from the company’s major 
operation, passenger transportation, 
were seriously checked by labour 
difficulties. The ten-day shutdown 
in late summer and the impact on 
traffic of difficult labour negotiations 
later in the year reduced earnings 
substantially. All unions representing 
Canada-based employees have now 
signed collective agreements which 
last into 1980. Labour relations in the 
airline appear to have entered a stable 
phase for which everyone can be 
grateful. 

Although the 1978 profit was the 
best the company has earned, there 
are a number of points that indicate 
problems ahead. The operating margin 
of 6.4% is too narrow, indicating that 
passenger services are not yet con- 
tributing sufficiently to earnings. 
Return on investment is not yet 
enough to ensure that future capital 
needs can be met and a healthy 
balance sheet maintained. Capital 
demands for fleet renewal and expan- 
sion indicate a need for an investment 
in excess of $3.5 billion in the next 
decade. It is evident that the company 
must seek to improve its rate of return. 

The airline’s strong efforts to market 
seats which would otherwise travel 
empty helped to produce profits, but 
the effect on revenue per passenger 
mile cannot be overlooked. Yields 
have not risen sufficiently to offset 
inflation’s impact on costs. Only the 
extremely effective efforts of staff to 
limit and control costs and increase 
productivity of both people and 
equipment has kept this problem 


~ under control. 


Staff responded to the need and the 
results are a clear indication of what 
can be accomplished when the full 
benefits of teamwork and individual 
initiative are gained. There was evi- 
dence of a newly rekindled enthusiasm 
when a December meeting brought 
together over 500 managers and _ 


officials from many parts of the world - ae 


This was the first such gathering in 
eleven years and contributed to a 
new understanding of the changing 
situation in which Air Canada 
operates. 

The Air Canada Act, 1977 came 
into effect in April 1978 and the 
company’s capital structure was 
modified. A portion of long term 
debt was re-funded and 329,009 
equity shares were issued. The equity 
investment at year end was 42% of 
the total capital employed, a normal 
commercial ratio in line with other 
airlines’ balance sheets. Long-term 
liabilities amounted to $562.6 million 
at December 31. The fixed interest 
commitment is now more manageable. 
The public is receiving excellent airline 
service and can expect continued 
dividends on its investment. 

Government policy has dictated a 
larger role for the private sector of 
the airline industry which is already 
a mix of public and private operators. 
As such, Air Canada must operate by 
the rules of the private sector, 
otherwise this sector is unlikely to 
survive. The new Air Canada cannot 
rely on the government as a source of 
borrowed capital and, therefore, must 
present a balance sheet that will 
attract the most competitive rates for 
loans. Also, there are no government 
guarantees of Air Canada’s debt 
instruments. It is expected that the 
company will have to borrow over 
$1 billion over the next decade. 

Air Canada accepts its responsibility 
to operate in the public interest and 
to contribute to national and social 
objectives. The company’s drive for 
commercial viability is not in contra- 
diction with those objectives, for 
without a viable corporation able to 
finance its own growth the public 
interest would suffer. 


The outlook is favourable provided 
the economies of the areas Air Canada 
serves continue to grow as they have 
done. There is no doubt that leisure 
travel is stimulating demand for 
airline seats and Air Canada is a 
pioneer in this exciting market. It does 
require the exercise of close control 
over allocating capacity between low 
and full fares as the pricing concept 
of leisure fares is based on utilizing 
surplus seats on scheduled services. 

Cost pressures are great, especially 
for fuel. Operating costs in Canada 
and abroad rose under the impact of 
domestic price increases, the devalua- 
tion of the Canadian dollar, major 
increases in government user charges 
and higher pension costs. Foreign 
exchange affects the cost of materials 
and services purchased abroad to a 
greater degree than it does revenues 
generated in other currencies. The 
net effect of devaluation reduced the 
company’s operating margin. 

e major gains in productivity in 
the last few years have come from 
suspension of unrewarding routes, 
retiring surplus aircraft and better 
utilization of equipment. Increasing 
the number of seats in each aircraft 
and operating at higher load factors 
have been exhausted as cost saving 
measures. As inflation continues to 
affect costs the impact will have to 
be reflected in higher fares. 
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The passenger fare structure is lag- 
ging behind inflation and productivity 
can only be improved within limits. 

It was disappointing to have the regu- 
latory agency defer a much needed 
1979 fare increase of 5%. The effects 
of this on company earnings for the 
coming year cannot yet be fully 
determined. 

Even though the Corporation has 
shown an encouraging financial turn- 
around in the last two years, the 
passenger side of the business has 
moved from a substantial loss position 
to virtually break even. It is not the 
passenger business that is producing 
the profits. 

Disappointing, too, is the pressure 
being placed on Air Canada to move 
its London, England operation from an 
airport which the company pioneered 
to a less convenient field with but 
one runway and from which few 
connecting flights are likely to depart. 
This proposal is being strongly resisted 
by both the airline and the Canadian 
Government. If it proceeds, vital 
Canadian interests will suffer. Canada 
will lose foreign exchange as many 
connecting passengers will switch to 
foreign airlines. There will be serious 
losses of maintenance revenue; the 
Air Canada flight kitchen will have 
to close and the cargo handling facility 
will lose heavily. 

Intensified competition is evident 
in the marketplace as the North 
American industry moves toward 
less regulation and there is every 
indication that this trend will continue. 
With its skilled staff, a splendid fleet 
of aircraft, superb technical support 
equipment anda network of passenger 
and cargo service facilities throughout 
the system, Air Canada is well placed 
to meet whatever competition the 
future brings. 


Since the year ended a valued and 
loyal colleague has relinquished 
his post as Chairman of the Board 
and all of us will greatly miss 
Pierre Taschereau and his wisdom. 
Air Canada is fortunate to have a 
distinguished public figure, the 
Hon. Bryce Mackasey taking his place. 
The year under review was reward- 
ing. The airline looks forward to a 
future no one can predict with cer- 
tainty but which Air Canada faces 
with confidence. 


Claude I. Taylor 
President & Chief Executive 


Officer 


1978 Financial Summary (Dollar amounts in thousands) 


Operating Revenues 

Passenger $1 105 030 
Freight and Express 120235 
Mail 27 200 
Charter 31 150 
Incidental Services—Net SL 


Total Operating Revenue | 322 587 


Operating Expenses 

Salaries, Wages and 496 597 
Benefits 

Fuel & Oil 230 458 

Depreciation, Amortization 108 159 
& Obsolescence 

Other Expenses 402 884 


Total Operating Expenses | 238 098 


84 489 


Operating Income 


Non-Operating Expenses (Income) 


Interest on Long-term 45 634 
Liabilities 
Interest Income (24 394) 
Gain on Asset Disposal (8 798) 
Gain on Foreign Exchange (9 822) 
Other (22235) 
Total Non-Operating 385 
Expenses 
~ Income Before Taxes 84 104 
Tax Provision © 30,610: Oo). 


Net Income 


Exceeds the $1 billion mark for the first time. Rose by 10%, as traffic increased 
6%% (to 12,017 million RPM) and average yield rose 4% to 9.2 cents per RPM. 
An increase of 18%: freight is up 19% on traffic growth of 114% and yield im- 
provement of 7%. Express grew 42% in revenue with traffic up 22%. Expedair, 
which rose by 43% in dollar volume, represents 44% of total freight and express 
revenues. | 

An increase of 34% as volume fell and yield rose 9%. 

An increase of 22% with passenger charter rising by 37% while freight charter 
fell by the same percentage. 

A rise of 10%% over the previous year: an important contributor to net profit. 
Revenue includes the sale of maintenance, computer and training services as 
well as other specialist activities. 

Up almost 11%% over 1977. Overall traffic measured in Revenue Ton Miles 
rose by 64% and yield per RTM by 44%. 


A 10% increase over 1977. Average number of employees rose 1%. Represents 
40% of operating expenses. 

An increase of 104%. Volume is up only 1% while available ton miles increased 
by a little over 54%. Now constitutes 184% of operating costs. 


Up 2% from 1977. Affected by write-offs consequent to program to improve 
material inventory management. 


Rose 20 4%. Driven up by the effect of the Canadian dollar’s value on material 
and services purchased abroad, as well as by an expanded maintenance program 
and higher commission expense. 


Up $140 million from 1977. Foreign exchange added significantly to the cost 
of materials and to services provided abroad. 


Down 5% and $4.6 million from 1977. Represents 6.4% margin on operating 
revenues, a drop of 1.1% from last year. Too low. Reflects work stoppage, 
which depressed operating income by over $47 million. 


Of the $17.2 million decrease from last year, $16.8 million was due to recapitaliz- 
ation. Part of this saving is offset by a $13.2 million dividend paid in 1979. 


A gain of $14.6 million over the previous year as more funds became available 
for investment pending aircraft acquisition and investment yields were higher. 


Down $1.3 million: 2 aircraft off the books as against 11 in 1977. 


Fluctuations in the dollar and careful forward management turned this item 
from a loss of $6.4 million in 1977 toa gain this year: a $16.2 million improvement. 


Revenues from miscellaneous non-operating transactions, up 9% from 1977. 
A $46.9 million improvement over last year and a major contributor to profit. 


More than double the year before: 


Effective rate of 43.5%. 
$_#1 485 _ 47 485 485 $144.33 per common share: highest i in company’s history and 3.6 times dividend 
declare mtn be Se a 


ee | gt nce 
ns i 


1978 Financial Condition (Dollar amounts in thousands) 


Net Assets 


Short Term Investments 


SF 350 151 


Other Net Current Assets (60 671) 


Net Working Capital 269 480 


Investments in and Advances 


to Other Companies 4429 
Net Fixed Assets 783 842 
Deferred Charges 1 042 

$1 058 793 
Capital Employed 
Long Term Liabilities $ 562 604 
Deferred Taxes & Credits 80 973 
Share Capital 329 009 
Retained Earnings 86 207 
$1 058 793 


e 
Year in 
Review 


To the Honourable 
The Minister of Transport 
Ottawa 


Sir: 


The Board of Directors is pleased to 


~ season, a fall in the Canadian dollar's 


submit its annual report for 1978. 
Earnings were $84.1 million before ~ 
taxes including $8.8 million Mein dis- 


Increased by $113.6 million; will be used for fleet renewal and expansion 


program. 


Working capital grew by $15.4 million more than the increase in short term 


investments. 


Current ratio is now 1.98:1—last year was 1.51:lon same basis. 


This year includes shares of Venturex (100%) and MATAC (50%) as well as 


Air Jamaica (26%). 


Down 4% after depreciation taken off and new aircraft added on. 


Up $92 million from previous year. 


Recapitalization reduced long term liabilities; foreign exchange changes added 
$9.9 million. Long term debt, including current portion, now represents 58% 


of total capitalization. 


Principally due to timing differences between book and tax depreciation. 


$329 million invested in common shares by the Government of Canada, with 
earned surplus now representing 42% of capital employed. Book value of common 
shares now stands at $1,262.02: a dividend of $13.2 million was declared in 
January 1979 which will reduce retained earnings by $40.12 a share when it is 


paid later in the year. 


was $20.0 million in that year. No 
equivalent per share figure for pre- 
vious years is available, due to 
recapitalization. The profit in 1978 
is the most the company has earned 
in its forty one years of operation. 

The Board has approved payment 
of a dividend of $13.2 million to the 
sole shareholder, the Government of 
Canada. The dividend and accrued 
corporation income taxes total $49.8 
million...---~ 


-This schieverneties is particularly 


2 pratifying i In a year which included Bains 


ten day shutdown in peak travel 


value, and slow growth of the 
Canadian economy. It is especially 
pleasing when it is considered that the 
average revenue per passenger mile 
rose by only 1.2% in Canada and just 
4% over the system while costs were 
Mong’ oy inflation in the range of 


Low per mile fares and pressure of 
rising costs forced the operating 
margin, the ratio of operating income 
to operating revenues, to fall to 6.4% 
from 7.5% in the previous year. This 
illustrates the difficulty of generating 
adequate profit from air transporation. 
Improvement in non-operating items 
were of major significance in the 
Corporation's financial achievement. 

Profits resulted in large measure 
from efficient management of funds 
and improved utilization of available 
resources. These improvements did 


Ps much to offset the effects of significant 


increases in operating expense, the 
shutdown of operations and the exten- 
sion of low cost incentive fares which 


n arget of 
10%, which unless ir increased woul 


than $3.5 billion in-new aihenatt 


required in the next decade. 
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Operating revenues totalled 
$1,322.6 million in 1978, an increase 
of 11% over the previous year. 
Transportation revenues rose 11% to 
$1,284.6 million, marking the first year 
that the Corporation’s scheduled 
passenger revenues exceeded the $1 
billion mark. 

Total revenue from passenger 
charters was $27.9 million, a growth 
of 37%. However, Canadian passenger 
charter revenue fell 69% reflecting 
the redirection of traffic to the highly 
successful Charter Class fares on 
scheduled flights. Total Cargo 
revenues were up 13% with the 
charter component declining in favour 
of advances in all scheduled service 
products. 

Air Canada’s sale of service and 
technology to other airlines was once 
again a major factor in the incidental 
services net earnings of $38.0 million. 
This result was an improvement of 
$3.6 million over 1977. 

Operating expenses increased 13% 
to $1,238.1 million. Despite con- 
tinuing inflation, stringent cost 
controls restrained the major wage, 
fuel and food elements. Reconfigura- 
tion of aircraft added available seat 
miles at little additional operating 
cost per aircraft mile flown. This is an 

example of the increased productivity 
which helped limit cost increases. 
However, the decline in value of the 
Canadian dollar and increased costs 
of employee benefits were counter- 
vailing factors. 

Net non-operating expenses were 
reduced by $46.9 million to $0.4 
million; this was $4.6 million more 
than the improvement in pre-tax 
profits. Obviously this was the maj 
factor in the net profit. It was dus 


1 ere re eT D9, 009 common 
Jares on which a dividend was 
declared in 1979. They are held 


by the government, the sole 


shareholder. 


¢ Interest income from short term 
investments was $14.6 million more 
than in the previous year. A 
broadened investment policy and 
increased lendable money com- 
bined with favourable interest rate 
trends to improve the return. Short 
term investments at year-end stood 
at $330.2 million, up $113.6 million 
over last year. 
¢ Prudent management earned the 
Corporation $9.8 million gains in 
foreign exchange. This was a $16.2 
million improvement over 1977. 
Net corporate assets grew $92.4 
million to $1,058.8 million. Property 
and equipment less accumulated 
depreciation totalled $730.5 million 
at year-end, down $66.3 million from 
1977. Expenditures on new property 
and equipment including progress 
payments for aircraft on order 
amounted to $71.1 million. Proceeds 
of $10.5 million were received for 
disposed assets with a book value of 


$1.7 million. 


The Effects of Inflation 


All financial data provided in this 
report is based on historical dollar 
values. It is vital, of course, that this 
basis be maintained. However, 
inflation has been, and continues to 
be a serious problem in Canada, as 
well as other countries, and it is 
important to recognize its signifi- 
cance when examining financial 
statements. 

A measure of the impact of inflation 
and devaluation can be obtained by 
estimating the cost of purchasing new 
assets to replace those presently 
owned compared with historical costs, 
and from this determining what 
would be the effect on depreciation 
expense and hence income. 


Applying this method, the cost to 
replace the Corporation’s assets with 
new equipment and facilities was 
estimated at $2,484.1 million com- 
pared with an historical cost of 
$1,456.0 million. This in turn would 
have produced a depreciation expense 
in 1978 of $155.9 million compared 
with $101.1 million reflected in the 
financial statements, with the result 
that the reported income before tax 
of $84.1 million would have been 
reduced by $54.8 million to 
$29.3 million 

On the same basis, income before 
tax in the previous year would have 
been reduced by $32.2 million from 
$41.9 million to $9.7 million, indicat- 
ing that the impact of inflation and 
devaluation became more severe in 
the current year. 


While such comparisons are some- 
what hypothetical, nevertheless they 
underline the problem of generating 
adequate funds for the ongoing pro- 
cess of replacement and expansion. 

On the other hand, because the 
financial statements reflect historical 
costs, the current market value of 
assets is not recognized. For example, 
the market value of the aircraft fleet 
at year-end was in the order of 
$1,246 million compared with a book 
value of $498 million. Clearly, the net 
worth of the Corporation is even 
greater than an examination of the 
financial statements would suggest. 


Marketing Air Travel 


Air Canada continued and ex- 
panded its policy of offering low cost 
air travel to the leisure market while 
maintaining its policy of respecting 
and doing its best to meet the needs 
of those who must travel. 

Fare increases, made necessary by 
rising costs, were kept to a minimum 
and fell far short of meeting the 
general inflation of Canadian prices. 
Domestic fares increased an average 
4% in April. However, due to the 
great increase i in the proportion of 
passengers enjoying bargain travel, 
the average return to Air Canada 
passenger mile for travel Soe a 
rose by only 1.2% in the } see 


Fare levels are now guaranteed to 
buyers of tickets who make advance 
reservations and ticket purchase; such 
tickets are honoured regardless of 
subsequent fare increases. While not 
required by law, Air Canada has long 
had a generous denied boarding com- 
pensation policy. This passenger pro- 
tection was expanded in 1978, an 
improvement in service standards to 
meet changing times. 

As an enthusiastic participant in 
the Share Canada program, Air 
Canada has made its already well 
established discount fares for 
Canadian travel considerably more 
attractive. Charter Class Canada fares 
were made available for shorter 
journeys in 1978 and later in the year 
the advance booking requirement was 
reduced. 

A further incentive for Canadians 
to travel within Canada was offered 
with the introduction of domestic 
Nighthawk fares. These special flights 
utilize capacity which can be made 
available late at night and early in the 
morning. Improved aircraft utilization 
and relatively low additional costs 
enable the company to reduce fares 
substantially. 

Altogether Air Canada made more 
than one million seats available at 
discounted prices for domestic travel, 
60% of them in peak season. The wide 
acceptance of the program was grati- 
fying. Canada faced a national travel 
deficit which was approaching $2 
billion in 1978 and the national air- 
line was pleased to participate in the 
government-sponsored program to 
persuade Canadians to travel within 
their own country. 

Nevertheless, international travel is 
still a jealously guarded right of 
Canadians, and the company made 


Edmonton and Los / 


strenuous efforts to extend leisure 
travel opportunities to those who 
sought them. Charter Class Fares 
across the Atlantic are competitive 
and, with high standards of service 
enable the company to maintain its 
share of that market. The concept 
was extended to attract Europeans 
to Canada and charter-competitive 
fares are now available to Canadian 
destinations from the United Kingdom 
and France. Air Canada’s U.S. 
customers enjoy super budget, deep 
discount fares from all American 
markets to all Canadian destinations. 

Air Canada is now marketing tours 
to the Canadian North in the U.S. 
and an increased advertising program 
has been launched in that country to 
attract tourists to Canada. 

Low cost Charter Class Fares are 
now available to all on line points 
in the United States including Florida 
destinations. People living in interior 
Canadian cities can now travel south 
of the border at prices which are 
generally cheaper than charter travel. 
This additional flexibility for 
vacationing Canadians gives them 
access to winter sun at a time which 
suits their own convenience at the 
lowest fares available. 


Routes and Frequencies 


Late in the year service was intro- 
duced between Montreal and Haiti, a 
new sun destination to most 
Canadians. A program to market 
Caribbean sun holidays in Western 
Canada was added to Air Canada’s 
growing list of holiday travel oppor- 
tunities. Direct services are now pro- 
vided between Vancouver, Edmonton 
and Miami and Tampa via Toronto. 

Non-stop 727 service was added 
between New York and the growing 
city of Calgary with onward service 
to Vancouver. Other new 727 services 
operate between Calgary and 
Los Angeles and Calgary and San 
Francisco. A mid-day service from — 
Toronto has been added to bring the 
number of non-stop flights to Los 
Angeles to three. Service between 
igeles was aug- 


mented with a daily non-stop flight 
as is service between Edmonton and 
San Francisco. The California Foot- 
hills flights have drawn numbers of 
American skiers to favoured Rocky 
Mountain resorts. Toronto-San 
Francisco service begins in the spring 
of 1979. 

An additional daily flight now serves 
Houston from Toronto and a daily 
non-stop service between Ottawa and 
Edmonton augments the company’s 
Western routes. More of these routes 
are now served by wide body aircraft 
bringing added convenience to 
passengers. 

In Atlantic Canada, the company 
and the regional carrier continued 
to rationalize air services there. 

Air Canada now concentrates more 
attention on inter-regional routes 
while the regional carrier assumes 
more responsibility for services within 
the region. These changes were wel- 
comed by governments concerned 
and by the public. 

Rapidair, the popular walk-on/ 
walk-off service between Montreal 
and Toronto is now using long body 
DC8s with 216 seats on each flight. 
These aircraft are being given new 
interiors with overhead bins for 
customer convenience and the eye- 
appeal of wide body aircraft. Rapidair 
service has been extended to the 
Ottawa-Toronto route with departures 
at regular intervals. It was met with 
gratifying customer response. 

Weekly direct service from 
Saskatoon to London provided added 
convenience to meet Westerners’ 
overseas travel requirements. Wide 
body Lockheed 1011s are being used 
on the Maritime-United Kingdom 
flights as well as on many other 
transatlantic services. These adapted 
aircraft have been well received by 
passengers and have enhanced the 
company’s ability to meet competition. 
Air Canada now provides virtually all 


- trans-atlantic destinations with wide 


body comfort. 


Ticketing 


The proliferation of fares and fare 
types and the resulting restrictions 
are necessary to orderly marketing of 
aircraft seats but they have imposed a 
heavy strain on reservation offices 
where telephone calls take much 
longer to complete. 

More travel agents are being pro- 
vided with automated reservations 
equipment to enable them to meet 
the needs of customers who buy their 
tickets through that channel of distri- 
bution. To help both customers and 
travel agents, more tour products are 
being displayed in the computer 
screens as a pilot project to make 
customer selection and reservation 
both fast and easy. 

The company also extended the 
“piece concept’ baggage allowance in 
place of the weight limits which used 
to apply; the concept now applies 
throughout the Air Canada system. 


At the Airport- 
In the Cabin 


With completion of loading bridges 
at Quebec City and Ottawa, twelve 
domestic Air Canada destinations are 
now equipped with weatherproof 
walkways from the airport buildings 
to aircraft. Additional First Class 
check in counters have been installed 
in anumber of airports. Maple Leaf 
lounges have been remodelled, en- 
larged or refurbished and new lounges 
opened in Edmonton and Calgary, 
while an International Maple Leaf 
Lounge has been installed in Toronto. 
Other alterations at Air Canada’s 
Toronto Terminal provide additional 
space for Rapidair passengers, im- 
proved facilities for U.S. flights and 
more spacious accommodation for 
international arrivals. 


Air Canada has always been aware 
of the importance of cabin service and 
in February new uniforms for flight 
attendants were introduced. In-flight 
personnel played a major role in the 
design of the bright new uniforms 
which depart from the informal, mix- 
and-match clothes of the past six years. 
The smart new clothes have been as 
well received by the public as by the 
people who wear them. 

New recipes were developed in co- 
operation with the airline’s caterers 
and featured in a number of in-flight 
promotions —a further demonstration 
of the company’s imaginative and 
enterprising approach to sales. 

Despite the considerable pressure 
rising food prices have placed on this 
important element of costs, producti- 
vity improvements and careful plan- 
ning have enabled food standards to 
be maintained while cost increases 
have been held to the general level 
of inflation. 


Cargo 

The Cargo business centre is now 
well established and the Corporation 
is now able to identify the benefits 
flowing from this product, in many 
ways the most promising field in which 
the airline operates. Revenues and 
profits both exceeded expectations 
and were substantially ahead of the 
previous year despite a ten-day shut- 
down of the airline and the labour 
problems faced by the Post Office, a 
principal shipper. 

New ventures into the small package 
business proved rewarding as the 
company’s Airvelop and Couriair 
services were introduced. Couriair 
will be expanded to all Canadian, 
U.S. and European destinations 


in 1979. Together with Expedair 


they offer service in a rapidly expand- 


ing market. Expedair business grew 
by 43% and the new products’ 
performance exceeded expectations. 


Three 727-100 freighter aircraft have 


been purchased specifically for small 


package service. The first of these was 


delivered in October and the others 
will be taken over in early 1979. 


The freighter fleet will expand 
further as demand for air cargo space 
grows. A second Boeing 747 Combi, 
with main deck freight space will be 
added to the fleet in February to pro- 
vide additional airline capacity for 
both freight and passenger service. 

New cargo services were introduced 
during the year with freighter aircraft 
flying between San Francisco, 
Edmonton and Toronto and direct 
service from Halifax to London, 
England and Paris, France. An over- 
night freighter service from Vancouver 
to Toronto has been added to the 
schedule for the convenience of 
Western shippers. 

Total cargo revenue increased by 
13%. Freight was the major contri- 
butor to growth and the general im- 
provement in international shipping is 
reflected by an 18% increase in Air 
Canada’s transatlantic air freight traffic. 
Total freight revenue rose by 19% 
over the previous year, express went 
up 44% and mail grew by 34%. 

Freight represents 63% of total cargo 
revenue while mail and express 
contributed 18% and 13% respectively; 
charter business was only 2% of cargo 
volume in 1978. Substantial expan- 
sion of cargo service is expected in 
1979 as additional capacity is made 
available. The company anticipates 
major developments in new markets 
such as those in the Caribbean and 
South America. 


The Airline’s People 


The Company's employees work in 
32 countries and numbered 20,964 at 
the end of 1978. 

These men and women contributed 
to the best financial year experienced 
by the airline, handling a 64% increase 
in revenue ton miles with only a 1% 
average increase in employee strength. 
Productivity improved by 5% in 
available ton miles and 6% in: 
revenue ton miles per employee 
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Employees in reservations, at air- 
ports, in the aircraft, in offices, and 
maintenance bases worked hard to 
carry record numbers of passengers 
and cargo, at the same time continuing 
to meet high standards of service to 
the public. 

The company invested $13 million 
in its extensive training programs. In 
addition to technical training, 1,100 
managers, approximately one third of 
Air Canada’s total, participated in 
management development programs 
which range from labour relations to 
profitability management and super- 
visory training. 

Notable progress has been made in 
offering customer service in the official 
language of choice throughout the 
system. Advances were also made in 
recruiting bilingual employees, making 
publications and forms available in 
both languages and in ensuring that 
both airport and in-flight announce- 
ments were made in both languages. 

The ratio of management to direct 
labour employees was improved by 
8% in 1978. The voluntary early 
retirement program of the year 
before reduced management ranks 
by 365 managers and brought the 
proportion of managers to direct 
labour staff down from 24% to 22%. 

During the year, Air Canada pilots 
operated into five continents, logging 
more than 300,000 hours including 
charter and cargo flights. A recruit- 
ment program begun in 1978 will add 
500 pilots to company staff by the end 
of 1979. This is the largest commer- 
cial flight training program ever 
undertaken in Canada. Among the 
first group to graduate was Air 
Canada’s first woman pilot. 

Flight attendants were recruited in 
1978 too, as 171 men and women 
were trained and added to the work- 
force. Another 400 will join cabin 
crews in 1979. An in-flight base was 
opened in the growing city of Calgary 
providing greater staffing flexibility 
and allowing more flights to originate 
_in that city. At year end there were 
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Collective Agreements 


Collective agreements were 
negotiated with eight of the airline’s 
nine unions during 1978. 

Two contracts were concluded with 
the Canadian Airline Pilots’ Asso- 
ciation which represents Company 
pilots. The first expired on November 
30, 1978, and another agreement was 
reached which will expire on 
November 30, 1980. 

During August, the airline was shut 
down for ten days when members of 
the International Association of 
Machinists and Aerospace Workers 
could not agree on contract terms. 

Eight of the agreements reached 
this year, including those representing 
the four largest bargaining units, will 
expire in 1980. The only outstanding 
collective agreement at year end was 


with the Canadian Airline Dispatchers’ 


Association and this was settled early 
in 1979. 

A corporate labour relations training 
program was introduced to help first 
level management in practical 
approaches to important elements of 
labour relations. The courses specifi- 
cally focus on agreements with the 
Canadian Air Line Flight Attendants 
Association (CALFAA), the Canadian 
Air Line Employees Association 
(CALEA), and the International 
Association of Machinists and Aero- 
space Workers ((AMAW). These 
courses will be conducted through- 
out 1979, and it is expected that all 
first level management will participate. 
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Air Canada’s Fleet 


At year end the Air Canada fleet 
consisted of 104 aircraft, one less than 
in the previous year. There were 6 
Boeing 747s, 10 Lockheed L-101 1s, 

27 Douglas DC-8s, 15 Boeing 727s and 
46 Douglas DC-9s. Two additional 
L-1011s were leased for the peak 
summer season, as has been the case 
for the past several years. 

Major changes in 1978 were the sale 
of one DC-9-15 aircraft, the loss of a 
DC-9-32 at Toronto and the acquisi- 
tion of a 727-100 QC freighter as the 
first of three to be used for the small 
package Couriair service. 

Work has begun to modify the 
interiors of the DC-8s being used on 
Rapidair, and a fourth L-1011 was 
modified to increase its gross weight 
and fuel capacity to permit its use on 
Atlantic routes. 

Plans were approved for the pur- 
chase of a total of 19 727s, five for 
delivery in the fall of 1979, eight in 
the spring of 1980 and six in the spring 
of 1981. 

The older DC-8s and DC-9s will be 
retired in the coming decade. Detailed 9 
evaluations of alternatives for the 
DC-9s will be undertaken in 1979 
leading to a decision in 1980. The 
future composition of the fleet will 
soon have to be decided. Action by 
major U.S. carriers to purchase new 
aircraft for the eighties has set the 
stage and Air Canada is now able to 
choose from firm programs. In the 
meantime the company will continue 
to buy additional airplanes of some 
types already in the fleet in order to 
bridge the gap and permit the retire- 
ment of some older types before new 
models are available. 


Maintaining the Fleet 


Air Canada’s fleet has continued to 
operate at the high level of mechanical 
reliability for which it is noted. In 
many ways the national carrier enjoys 
a higher standard of c ged ty 
than other ‘operato ‘ the s ae 
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One important industry measure is 
the length of time aircraft engines 
remain on the wing before removal 
for major servicing. Reliability for 
JT3D, JT8D-7, JT8D-15 and JT9D 
engines has improved over last year 
and peformance is now better than 
the industry average for all four 
engine types. 

Using electronic sensors and careful 
tests to warn of trouble in advance, 
the airline is able to undertake pre- 
ventive maintenance while power 
plants are in service. That and consis- 
tently excellent technique enabled the 
airline to set two records for on-wing 
total times. Three JT9D-7 engines are 
operating with compressors which 
have between 11,000 and 12,000 hours 
operation without removal and a 
further three with high pressure 
turbines are in the 12,000 to 13,000 
hour range. 

This excellence has been recognized 
by other companies and five airlines 
had major works carried out by Air 
Canada on 23 aircraft during the year. 

Maintenance Branch skills range 
from rebuilding complex aero engines 
to repairing upholstery and painting 
aircraft, from installing new structural 
members in aircraft to the finest and 
most delicate machine tooling. 

Aircraft are made safer through 
modifications such as those made to 
the floor venting system in B-747s and 
L-1011s which provide greater 
strength in the unlikely event that 
cabins are depressurized suddenly in 
flight. New pylon-to-wing attachments 
on the older DC-8 fleet ensures that 
these aircraft will be safeguarded 
against metal fatigue at that point, 
until they are retired under the noise 
limitation regulations. All Air 
Canada’s Rolls Royce RB211 power- 
plants have been modified for im- 
proved cold weather starting. Modifi- 
cations to extend their on-wing per- 
formance are being undertaken in 
cooperation with the manufacturer. 
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Fuel economy is an important part 
of the technical servicing program. 
Technical modifications to DC-8 
engines are expected to save $300,000 
in fuel and material costs each year. 
The JT8D, which powers both 727 and 
DC9 aircraft have been modified and 
improvements in fuel consumption 
will save an anticipated $250,000 a 
year. 

Air Canada’s fuel conservation pro- 
gram is now well established and 
affects all major energy using activities 
in the company. There has been a 
14% improvement in energy use over 
the base year of 1975 and further 
improvements are expected in 1979. 
This is particularly urgent with prices 
far jet fuel rising rapidly. Kerojet fuels 
are now regarded as premium pro- 
ducts in the petroleum market and 
selling prices have consequently risen 
more than is the case for some other 
refinery outputs. 

The first of three Boeing 727 QC 
aircraft were converted at the 
Winnipeg base for use in the com- 
pany’s cargo service. Refit work to 
give the Rapidair DC-8-63 aircraft a 
“wide body” interior was completed 
on the first of four to be modified. 
Thirty-one aircraft have been given 
the new exterior colour scheme and a 
fourth L-1011 was adapted to give it 
overwater capability to serve trans- 
atlantic destinations. 

Major renovations were completed 
at the Calgary ramp equipment main- 
tenance shop to handle the growing 
complement of flight support equip- 
ment and an additional bay has been 
added at Quebec City to enable the 
company to service its equipment 
based there. 
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Computer & Systems 
Services 


The company has an investment of 
some $50 million in computer and 
communications equipment and 
facilities—one of the largest instal- 
lations in Canada. It also has a con- 
siderable investment in the highly 
professional group of experts which is 
acknowledged to be a leader in the 
industry. The skills of the group range 
from data input operators, computer 
operations staff, programmers, 
systems designers, engineers, tech- 
nologists, technicians, systems and 
equipment consultants to operational 
research specialists. 

Virtually all company activities 
receive some form of computer 
support. At the Dorval computer 
centre alone during 1978, there were 
approximately 5000 different pro- 
grams run and seven billion characters 
of information retained on direct 
access storage. During the average 
month at the Winnipeg Finance 
branch approximately 25 million 
documents are fed into the computer. 
Airline operations have become highly 
dependent on this support and the 
computers, like the airline, never stop; 
they operate 24 hours a day, 365 days 
a year. During peak periods this 
summer, the ReserVec II system in 
Toronto handled in excess of 150,000 
transactions per hour and more than 
1.5 million per day, replying to most 
transactions in less than two seconds. 
During the year computerized reser- 
vation service was extended to 
Switzerland. 

In addition to routine operations, 
new systems are continually being 
developed and implemented and the 
number of new developments has 
been increasing steadily in the past few 
years. During 1978 a highly successful 


new application was made in aircraft 
load planning. It streamlined the pro- 
cess as well as providing automated 
assistance for complex weight and 
balance calculations. Also significant 
was a new system designed to support 
the flight dispatch consolidation pro- 
gram. It involves preparation of a 
complete data package for flight crew 
briefing, flight monitoring and im- 
proved air/ground communication 
facilities. 

The year also proved to be the best 
ever in the sale of services to external 
customers. Early in 1978, the Nova 
Scotia Tourist Bureau selected Air 
Canada to type-trial a new ground 
accommodation system called Check 
Inns. It has been highly successful 
with several other provinces indi- 
cating interest. In mid-year, VIA Rail 
contracted with Air Canada to develop 
a completely new reservation and 
ticketing system and then to operate 
it on behalf of VIA for a seven year 
period. The year closed with CN 
Marine indicating their interest in 
joining the system as well. 

Because of the continued rapid 
advances in computer and communi- 
cations technology, this branch of the 
airline continues to provide signifi- 
cant improvements in service to the 
customers and improved productivity. 


Diversification, 
Subsidiary and 


Associated Companies 


' The new Air Canada Act which 
came into force February 28, 1978 
permits the Corporation to expand its 
operations through acquisitions and 

_ new initiatives. Accordingly, the 
diversification program and the 
activities of subsidiary and associated 
companies have been reviewed. Steps 
have been taken to create an organiza- 
tion and management structure able 
to pursue company objectives i in this 


field. 


During the year the shares held by 
Canadian National Realties Limited in 
Venturex Ltd., Airline Maintenance 
Buildings Limited and MATAC 
Cargo Limited were acquired by 
Air Canada. Venturex now is a wholly 
owned subsidiary. Its affairs and 
management have been reorganized 
to give it greater capability to serve 
the needs of Air Canada particularly 
in respect to reception and other 
services for those visiting Canada. 
Airline Maintenance Buildings 
Limited, which operates a facility at 
Toronto International Airport, is also 
now a wholly owned subsidiary. 
MATAC Cargo continues to bea prof- 
itable venture in which Air Canada. 
has a 50% interest. 

Air Canada’s common share invest- 
mentin Air Jamaica continues at 26% 
of the shares issued. The overall 
investment is declining in accordance 
with the original plan. Air Canada 
continues to provide maintenance, 
computer and other services to 
Air Jamaica. 

Air Canada sought to purchase 
control of Nordair in 1978 and did 
so following extensive proceedings 
before the Canadian Transport Com- 
mission and petitions to the Governor 
in Council, both of which did not 
disallow the purchase. The formal 
offer to all shareholders was made 
November 30, 1978 and resulted in 
86.46% of the outstanding shares 
being tendered to and acquired by 
Air Canada as of January 26, 1979. 

In announcing the decision of the 
Governor in Council rejecting the 
petitions from the decision of the 
Canadian Transport Commission, the 
Minister of Transport stated that the 
Cabinet had agreed that Air Canada 
should transfer such shares to the 
Government of Canada directly and 
that Nordair would be restored to the 
private sector within 12 months. In 
order to shorten the time within 
which the restoration to the private 


_ sector would take place, the Minister 


of Transport, later, encouraged Air 
Canada to entertain direct offers for 
Nordair shares. Air Canada is cur- 
rently pursuing discussions with 
interested parties.  —“_} 


Agency Agreements 


The guidelines concerning commer- 
cial practices of Crown Corporations 
require disclosure of sales and pro- 
curement agents and the aggregate 
remuneration they have received. 
There were more than 28,000 agents 
involved in the selling network for 
the company’s transportation services. 
As permitted under the guidelines, 
the Board of Directors has approved 
an exception to the requirement that 
their individual names be disclosed. 

In 1978, 6639 of these agents 
received commissions in connection 
with passenger sales and 1165 in 
connection with cargo. The aggregate 
remuneration paid to these agents in 
the year was $71,785,000 (to the 
nearest $1,000). 

Aggregate remuneration paid to 
other sales and procurement agents 
in the year was $100,628. The agents’ 
names were: H.G. Murray (sale of 
advertising space on forms and 
brochures); American Used Computer 
Corporation (commission on sale of 
surplus computer equipment); Pacific 
Air Industries Inc. and Aviation 
Systems International Inc. (commission 
on sale of redundant aircraft material). 
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Statement of 


Income and Retained Earnings 


1978 
Year Ended December 31 (Dollars shown in Thousands) 
1978 1977 Operating Income (forward) 84,489 
Operating Revenues Non-Operating Expenses 
Passenger $1,105,030 $ 998,835 (Income) ten 
Freight and express 121,235 102,662 Interest on long-term liabilities 45,634 
Mail 27,200 26,315 Interest income (24,394) 
Charter 31,150 25,509 Gain on disposal of property 
Incidental services—net 37,972 34,334 and equipment — (8,798) 
1,322,587. 1.187.655 (Gain) Loss on foreign 
a ess oe exchange (9,822) 
Other (2,235) 
Operating Expense 385 
Flying operations 361,929 325,685 Income Before eats 
Maintenance 166,322 144,837 Income Taxes 4,104 
Passenger service 139,017 119,214 Provision for 
Aircraft and traffic servicing 206,950 181,556 Deferred Income Taxes ___36,619 
Sales and promotion 190,207 157,461 Net Income for the Year 47,485 
General and administrative 65,514 63,895 Retained Earnings— 
Depreciation and Beginning of year 38,722 
obsolescence SALOS 159 ee 0D 080 Dividend = 
_ 1,238,098 1,098,528 Retained Earnings — 
Operating Income (forward) 84,489 89,127 End of year $ 86,207 
Net Income Returnon Income & Funds Passenger Yield vs. 
(Loss) Investment as%of Operating Revenue Consumer Price Index 
$ Millions % (1969 =100) 
60 12 18 200 
50 16 190 
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Balance Sheet at December 31 


(Dollars shown in Thousands) 


1978 1977 
Assets 
Current 
Cash and short-term 
investments $ 333,059 $ 217,674 
Accounts receivable 143,714 134,373 
Spare parts, materials and 
supplies 42,122 40,843 
Prepaid expenses 2,986 2,473 
Deferred income taxes 22,300 228529 
544,181 417,692 
Investment in and Advances 
to Other Companies — 
at Cost 4,429 5,480 
Property and Equipment 783,842 818,666 
Deferred Charges 1,042 1,766 
$1,333,494 $1,243,604 
On Behalf of the Board [Pe Sar ee ea 


Pierre Taschereau 
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Auditors’ Report 


1978 1977 
Liabilities 
Current 
Bank Indebtedness $ 22,500 16,558 
Accounts payable and 
accrued liabilities 136,126 127,985 
Advance ticket sales 86,167 89,203 
Current portion of long-term 
liabilities 29,828 43,454 
274,701 LGLO© 
Long-Term Liabilities 562,604 883,044 
Deferred Credits 
Income Taxes 73,243 36,653 
Other ee eh VIIG ne Fle) 
918,278 1,199,882 
Shareholder’s Equity 
Share Capital 
Authorized $750,000,000 
divided into shares 
of $1,000 each 
Issued and fully paid 
329,009 shares. 329,009 5,000 
Retained Earnings 86,207 Donel 
415,216 43,722 
$1,333,494 $1,243,604 


In our opinion these financial statements present fairly 


To the Honorable 
The Minister of Transport 
Ottawa 


and 
To the Board of Directors of Air Canada 


We have examined the balance sheet of Air Canada as 
at December 31, 1978 and the statements of income and 
retained earnings and changes in financial position for 
the year then ended. Our examination was made in 
accordance with generally accepted auditing standards, 
and accordingly included such tests and other procedures 
as we considered necessary in the circumstances. 


the financial position of the corporation as at December 31, 
1978 and the results of its operations and the changes in 
its financial position for the year then ended in accordance 
with generally accepted accounting principles applied ona 
basis consistent with that of the preceding year. 

We further report that, in our opinion, proper books of 
account have been kept by the corporation and the 
accompanying financial statements are in agreement with 
the books of account. 


lnpers rhgtoand 


Chartered Accountants 
Montreal, Quebec 
February 14, 1979 
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Statement of Changes 


in Financial Position 
Year Ended December 31 (Dollars shown in Thousands) 
1978 1977 
Source of Funds 
Provided from operations $ 188,768 $ 153,640 
Proceeds from disposal of 
property and equipment 10,490 15,690 
Decrease in current portion of 
long-term liabilities resulting 
from recapitalization 17,606 — 
Additions to long-term 
liabilities — 45,360 
Decrease in investment in and 
advances to other 
companies 1,757 1759 
Other 5,232 2,647 
223,853 219,076 
Use of Funds 
Property and equipment and 
progress payments 71,103 Soe 
Reduction of long-term 
liabilities 22,828 44 058 
Dividend — 200 
Other 934 = 
94,865 97,469 
Increase in Working 
Capital 128,988 121,607 
Working Capital — 
Beginning of year 140,492 18,885 


Working Capital — 


End of year $ 269,480 $ 140,492 


Notes to Financial Statements 


1. Summary of Significant Accounting Policies 

(a) Property and equipment 

Depreciation and amortization is provided by the straight 
line method and is based on the following estimated 
useful lives: 


Boeing 747 16 years 
Lockheed 1011 15 and 16 years 
Boeing 727 14 years 
DC-8 14 years 
DC-9 12 years 
Ground equipment and 

facilities 5 to 30 years 


For accounting purposes, leased flight equipment is 
treated as though it is owned: Expenditures for main- 
tenance and repairs are charged to operating expenses as 
incurred. Significant expenditures for modifications and 
betterments are capitalized. 


(b) Spare parts 

Provision for the obsolescence of aircraft spare parts 
included in current assets, less their estimated residual 
value, is made by charges to operating expenses over the 
service lives of the related aircraft types. 

(c) Deferred charges 

Costs incurred in introducing new types of aircraft are 
deferred and amortized on a straight line basis over five 
years, commencing with the time each type is placed into 
revenue service. 

Financing and other deferred costs are amortized on a 
straight line basis over the period to which they relate. 
(d) Passenger and freight revenues 

Passenger and freight sales are recognized as earned 
revenue when the transportation service is provided. 
Unearned amounts are treated as current liabilities. 

(e) Capitalized interest 

Interest is capitalized on payments for major property and 
equipment additions made prior to their entry into regular 
service and is included in their cost. 

(f) Translation of foreign currencies 

Assets and liabilities (including long-term liabilities) are 
translated into Canadian dollars at year-end exchange 
rates except spare parts and non-current assets which are 
translated at exchange rates prevailing when the asset was 
acquired. 

Gains and losses resulting from foreign exchange trans- 
lation are reflected in income for the year. 

(g) Income taxes 

The Corporation records income taxes on the tax allo- 
cation basis which recognizes the income tax effect on 
transactions when they are recorded in accounting 
income, regardless of when such items are recognized for 
tax purposes. These timing differences can result in 
deferred income taxes either being provided for or 
recoverable depending on when the items are recognized 
for accounting and tax purposes. 

(h) Pensions 

The cost of funding current service pension benefits is 
charged to operations as incurred. Unfunded liabilities 
as determined by actuarial valuation are funded by annual 
payments which are charged to operations over periods 
recommended by the actuaries and in accordance with 
regulatory requirements. 

2. Spare Parts, Materials and Supplies 


1978 1977 
($000) ($000) 
Spare parts 66,094 61,944 
Materials and supplies “6,152 8,133 
7 Cost 74,846 70,077 
Accumulated teas 
».. obsolescence 32,124 29,234 
42,122 40,843 


3. Property and Equipment 


Flight equipment 
Ground equipment and 
facilities 


Cost 
Accumulated depreciation 
and amortization 


Progress payments 


4. Deferred Charges 


Aircraft introductory charges 
Financing and other 
deferred charges 


Cost 
Accumulated 
amortization 


5. Long-Term Liabilities 


Government of Canada and 
Canadian National Railway 
Company notes and deben- 
tures maturing 1979 to 1989, 
bearing interest at 3.5% to 
8.0%. (Converted in 1978 to 
new long-term liabilities and 
share capital per Note 6) 
Government of Canada 
7.2% note, payable semi- 
annually, maturing in 1993 

8.1% to 8.8% notes maturing 
in 1981 (subject to 20 year 
renewal at the Company's 
option) 


5Y%% notes due 1982/84 

6% notes due 1983/84 

Aircraft leases maturing to 
1991 —7.8% 

Other 


__Current portion 


1978 1977 
($000) ($000) 
1,135,902 1,125,676 
358,713 345,560 
1,494,615 —1,471,236 
764,109 674,431 
730,506 796,805 
53,336 21,861 
783,842 818,666 
1978 1977 
($000) ($000) 
3,800 3,800 
1,644 1,526 
5,444 526 
4,402 3,560 
1,042 1,766 
1978 1977 
($000) ($000) 
635,116 
305,200 

17,000 17,000 
322,200 652,116 
14,930 15,591 
58,961 55,528 
187,931 194,652 
8 410 8 616 
592,432 926,498 
29,828 43,454 
562,604 883,044 


Repayment requirements over the next five years amount 
to $29,828,000 in 1979, $40,324,000 in 1980, $59,000,000 
in 1981, $44,056,000 in 1982, and $44,446,000 in 1983. 

Long-term liabilities include $100,090,000 payable in 
USS. funds and $14,930,000 payable in pounds sterling 
which are converted at current exchange rates. 
6. Recapitalization 

During the year, under the provisions of the Air 
Canada Act, 1977, the Corporation’s share capital and 
long-term liabilities were rearranged. 

In accordance with the terms of the Act and the 
enabling Order-in-Council, the following obligations and 
share capital of the Corporation were cancelled on 


April 13, 1978: 


Long-term liabilities payable to the oc) 

Government of Canada 290,639 
Long-term liabilities payable to the Canadian 

National Railway Company 344,477 
50,000 shares of Air Canada owned by the 

Canadian National Railway Company 5,000 

640,116 
The above obligations and share capital were 
concurrently replaced by the following: 

Long-term note payable to the Government 

of Canada 311,107 


329,009 of 750,000 newly authorized $1000 
shares issued to the Government of Canada 329,009 


640,116 


Had the recapitalization not occurred, the 1978 interest 
expense on long-term liabilities would have been 
approximately $16,781,000 greater. 
7. Income Taxes 

During 1978 the Corporation amended and refiled 
certain of its prior years’ tax returns. By claiming maximum 
capital cost allowances, losses were created for income 
tax purposes which may be used to reduce net income for 
tax purposes in subsequent years. 

As at December 31, 1978, there remain loss carry- 
forwards for income tax purposes of approximately 


$191,011,000 which, if unused, would expire as follows: 


($000) 
December 31, 1979 46,557 
December 31, 1980 101,938 
December 31, 1981 42,516 
191,011 


15 


16 


8. Nordair Limited 

Having obtained all necessary government approvals 
and having waived the 90% acceptance condition in its 
cash offer to the holders of all of the Class A and Class B 
Common Shares of Nordair Ltd., a Montreal based 
regional airline, Air Canada completed on January 26, 
1979 the purchase of 764,447 Class A and 1,123,966 
Class B Common Shares at $12.61 per share for an aggre- 
gate amount of $23,812,888. This represents a controlling 
interest of 86.46% of the total outstanding shares. 

9. Commitments 

Commitments for the acquisition of one B-747, eighteen 
B-727 aircraft and one spare B-727 engine as at December 
31, 1978, after deducting progress payments, amounted to 
approximately $286,600,000. Delivery of the B-747 and 
ten of the B-727 aircraft is scheduled for 1979, while the 
remaining eight B-727 aircraft are to be delivered in 1980. 

In January 1979, arrangements were made to lease 
rather than purchase the one B-747 for which the 
remaining commitment was approximately $35,000,000. 

Commitments for ground facilities and equipment 
amounted to $9,800,000 as at December 31, 1978. Rental 
payments due in 1979 under term leases in effect for 
facilities at December 31, 1978, amounted to $11,332,000 
(excluding aircraft leases which are included in long-term 
liabilities). 

10. Pension Plans 

The Corporation maintains pension plans for virtually 
all of its employees. The total charge against operations 
for these plans for the year was $66,300,000 
(1977 —$29,200,000). 

As at December 31, 1978, the unfunded liability of the 
Corporation’s pension plans amounted to $195,190,000 
(1977 —$132,316,000). The increase during the year 
resulted from modifications in benefits of $37,840,000 
and an experience deficiency of $41,700,000, less related 
payments. The experience deficiency is being funded over 
three years ending 1980, while the remainder of the 
unfunded liability is being retired by annual payments 
over various periods ending 2003. The Corporation funds 
its plans in accordance with the recommendations of the 
Corporation’s actuary and in compliance with require- 
ments of the Pension Benefits Standards Act. 


Included in the current year’s charge against operations 
are amounts of $9,681,000, representing the first of three 
equal annual payments to cover the cost of a write-down 
in the actuarial asset valuation of the pension fund and 
$15,284,000 in amortization of the experience deficiency. 
11. Dividend 

On January 30, 1979, the Board of Directors declared 
a dividend of $13,200,000 payable to the Government of 
Canada on March 30, 1979. 

12. Comparative Figures 

Certain of the 1977 comparative figures have been re- 

classified to conform to the presentation adopted in 1978. 


Glossary 
of Terms 


Return on Investment 

Net income after income tax plus net 
interest expense before income tax 
expressed as a percentage of average 
investment. Investment is the sum 

of long-term (including current portion) 
debt and shareholders’ equity. 


Operating Margin 
Operating profit as a percentage of 
operating revenues. 


Increase in Unit Costs vs. 
Rate of Inflation 
(1969 =100) 


200 


6250) at 
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QQ «Operating Expense per ATM 
[255553 Gross National Expenditure 
Price Deflator/ Implicit Price Index 


Interest Income from 
Short Term Investments 


> 


69 (Ope ie lo C14 D210 LS 


EE § Millions 


Employee Productivity 
(1969=100) 

190 

180 

170 


100 
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GQ ATMs per Employee 
(25555) Average No. of Employees 


Operating Expenses 1978 

($000) 7 
Fuel & Oil 230,903 18.7 
Depreciation & 

Obsolescence 108,159 8.7 
Rent, Utilities & oS 

Communications fie 
Materials, Supplies & 

Services — “Oo 5.0 
Sales Commissions e405) «(5.2 
Landing Fees & oo 

Terminal Assessments 36,181 2.9 
Advertising & 

Promotion 70905 2.2 
Salaries, Wages & - : 

Benefits _ 496,597 40.1 — 
Other Expenses : 142,964 ila 


Total Operating 
Expenses 


1,238,098 100.0 


Interest Paid on 
Long Term Debt 


Os 510 5 691 698 
| 607 | 514 | 691 | 221 | 745 


COOLS ORME aC Zee (Sumter ah OneLe (0 


GE Long Term Debt ($ Millions) 
(559 Average Cost of Funds (%) 
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Ten-Year Statistical Review 


1978 LOT 1976 1975 1974 1973 1972 1971 1970 1969 
Financial (millions of $’s) 
Passenger Revenue 1,105.0 998.8 876.3 786.4 708.3 568.9 473.4 410.4 381.9 OalM. 
Operating Revenue 1522.6 LSet 10575 ODD 848.6 698.1 eos, 508.3 478.3 404.7 
Operating Expenses 1.2381 1,098.5 Oly 7 917.9 814.7 651.7 537.8 480.1 457.4 386.2 
Operating Profits 84.5 89.1 39.8 B OES, 33.8 46.4 45.5 28.3 20.9 18.5 
Net Income (Loss) 47.5 20.0 (10.5) (13.1) (9.2) 6.1 8.6 7 (1.1) 1.5 
Dividends — vE a2 fh A BD ar yl Ws J 
Interest 48.1 63.5 76.3 65.4 59.1 39.9 325 31.9 31.9 2a 
Shareholder’s Equity 415.2 43.7 239 34.6 44] 53.5 47.6 392 Sey 32.1 
Long-Term Debt 55552 875.6 861.4 1,007.4 893.5 691.0 640.1 631.6 547.6 467.6 
Total Assets 1533-5 1,243.6 1,149.1 1,302.9 1,167.9 995.9 834.3 800.0 707.9 594.9 
Working Capital 269.5 140.5 18.9T 107.77 30.3t (61.0) 28.07 23.61 GL) 105 
Operating Margin 6.4% 7.5% 3.8% 4.1% 4.0% 6.7% 7.8% 5.6% 4.4% 4.6% 
Return on Investment 9.4% 8.7% 6.1% 5.1% 5.4% 5.9% 5.7% 4.7% 4.6% 4.8% 
Operating 
Revenue Passengers 
Carried (millions) 13 10.9 10.9 LOZ, 10.7 10.1 8.4 7.4 ep 6.6 
RPM* (millions) 12,017 11,297 10,705 10,110 10,268 9,601 7,901 6,427 6,428 5,740 
Average Passenger Trip* (miles) 1,089 1,048 1,008 962 976 985 935 892 884 892 
ASM* (millions) 19,243 17,873 17,686 17,419 16,127 14,399 12,169 11,706 11,207 10,058 
Passenger Load Factor* 62% 63% 61% 58% 64% 67% 65% 55% 57% 57% 
Yield/RPM* 9.20¢ 8.84¢ 8.19¢ 7.78¢ 6.90¢ 5.93¢ 5.99¢ 6.39¢ 6.03¢  5.80¢ 
Yield/RPM* (current 
purchasing power) 9.20¢ 9.43¢ 9.34¢ 9.74¢ 9.56¢ 9.47¢ 10.44¢ 11.69¢ 11.39¢ =11.46¢ 
Freight Ton Miles* (millions) 275 247 248 234 240 245 224 201 185 148 
Total RTM (millions) 1,609 1,508 1,458 1,396 1,391 1350 1,141 SEM 946 789 
Total ATM (millions) 3,270 3,095 Mls 3,075 2,821 2,599 DAS 15 OH) 2,054 1,663 
All-up Wt. Load Factor 49% 49% 46% 45% 49% 52% 52% 45% 46% 47% 
Yield/RTM 82.21¢ 78.73¢ 72.51¢ 68.56¢ 61.03¢ 51.73¢ 51.12¢ 53.10g 50.54¢  51.32¢ 
Op. Expense/RTM 76.96¢ 72.83¢ 69.79¢ 65.74¢ 58.59¢ 48.29¢ 47.13¢ 50.15¢ 48.34¢ 48.98¢ 
18 = Op. Profit/RTM 5.25¢ 5.91¢ 2.73¢ 2.82¢ 2.44¢ 3.44¢ 3.99¢ 2.95¢ 2.20¢ 2.34¢ 
Op. Exp./ATM 37.87¢ 35.50¢ 32.05¢ 29.85¢ 28.88¢ 25.07¢ 24.28¢ 22.62¢ 2221¢ 1322¢ 
Op. Exp./ATM (current 
purchasing power) 37.87¢ 37.88¢ 36.57¢ 37.36¢ 40.01l¢ 40.03¢ 42.32¢ 41.39¢ 42.06¢  45.89¢ 
Average Aircraft 
Stage Length (miles) 665 637 623 613 578 569 Dope) 546 543 514 
Average Aircraft 
Capacity (tons) 27.50 26.74 25:87 24.64 24.04 22.90 21.64 20.85 19.09 17.16 
Average Aircraft 
Utilization/day** 8:29 (ral 7:36 7:49 8:04 8:05 7:56 Gevd 7:29 8:00 
ATM/Employee (000) 157.6 150.3 Ld 144-7 130.7 130.9 ID2e 120.3 115.4 95.0 
ATM/RBH** (000) 10.5 10.2 9.9 9.4 8.9 8.4 7.8 7.4 6.8 5.9 
Personnel at Year End (000) 21.0 20.5t Dat 20.8T 24-51 21.0T 18.6 17.4T LZ6%22 LEE 


*Scheduled Services only 
**Revenue Block Hours— Engines on to Engines Off 
tRestated 
RPM ~—Revenue Passenger Miles ATM-— Available Ton Miles RTM-—Revenue Ton Miles 


Printed in Canada. This report is issued in metric format on Canadian made paper. 
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